BELLSOUTH

EX PARTE OR LATE FILED

Maurice P. Talbot, Jr. Suite 900

Executive Director-Federal Regulatory 1133 - 21st Street, NW.
Washington, D.C. 20036-3351
202 463-4113
Fax: 202 463-4198

March 21, 1997 Internet: talbot.maury@osc.bls.com

NA :
Ex Parte MY

Mr. William F. Caton

Acting Secretary

1919 M Street N.W., Room 222
Federal Communications Commission
Washington, D.C. 20554

RE: Ex Parte Meeting on Universal Service: CC Docket No. 96-45

Dear Mr. Caton:

Today, representatives of BellSouth met with Mr. Daniel Gonzalez, Legal Advisor to
Commissioner Chong, and Ms. Gail McGuire, Intern in Commissioner Chong’s office, to
discuss BellSouth’s position in the above-mentioned proceeding. The attached charts were
provided as an aid to the discussion. These charts are consistent with BellSouth’s position

already filed in this proceeding. Representing BellSouth were Peter Martin and the
undersigned.

This notice is being filed today pursuant to Section 1.1206(a)(2) of the Commission’s
rules. If you have any questions concerning this filing, please do not hesitate to contact me.

Sincerely,
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Maurice P. Talbot, Jr.
Executive Director - Federal Regulatory

Attachment:
cc:  D. Gonzalez
G. McGuire
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@ BELLSOUTH

UNIVERSAL SERVICE

» Act requires size of fund to be sufficient.
 Act requires that implicit support be made expilicit.

* Implicit support is not sustainable in the competitive
marketplace.

» Federal sources of implicit support include CCL charge,
TIC, and local switching.

For Discussion Purposes
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UNIVERSAL SERVICE HIGH COST SUPPORT OVERVIEW

Forward l.ooking Cost*

FFederal Fund

Nationwide Benchmark

State Responsibility

Actual Rate for
Universal Service

* 1'o be calculated at the sub-state level via a cost proxy model

For Discussion Purposes
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SIZE OF FUND

- Sufficient federal high cost fund (approximately $8B)
would make interstate support explicit.

* Insufficient federal fund burdens high cost states while
low cost states pay little or no support.

» Universal Service is premised on low cost areas
supporting high cost areas
- This is not “inequitable”
- Averages support for high cost and insular
areas over large base

For Discussion Purposes
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FUNDING UNIVERSAL SERVICE

- Funding should be competitively neutral.

«Contributions can and should be based on interstate and
intrastate retail revenues.
- If small fund established, then only interstate
revenues should be used.

Contributions should be recovered via a mandatory end
user surcharge:

- Explicit

- Competitively neutral

- Easy to administer.

» Any contributions not recovered by end user surcharge
should be recovered from IXCs on flat-rate basis.

For Discussion Purposes
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~ UNIVERSAL SERVICE & ACCESS REFORM

* Universal Service cannot be considered in isolation.

 Transforming implicit subsidy to explicit subsidy requires
addressing access elements currently under review in
Docket 96-262.

» To prevent double recovery, CCLC, TIC and local
switching would be reduced based on net receipts from
universal service fund.

» If receipts from fund do not cover all of implicit subsidy,
then LECs should bill remainder on flat-rate per line
basis to IXCs based on number of presubscribed lines.

For Discussion Purposes



Access Charge Reform Scenario: Combined State and Interstate USE ( $14.5B)

1995 Interstate Revenues
$23 78
(Including USE and DEM)

After Access Retorm and USE
are implemented
$2478
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® BELLSOUTH

PERCENTAGE VS. FLAT-RATE SURCHARGE

Percentage of Monthly Billing (4.3%)

& W
degg) e

Monthly Bili: $12 $30 $200
Surcharge% 4.3% 4.3% 4.3%
USF Contribution $0.52 $1.29 $8.60

Monthl J Flat-Rate Per Line (S4/Month)

szﬂ (L{Q;

Monthly Bill: $12 $30 $200
Per Line Charge $4 $4 $4

Note: This chart does not reflect the offsetting reductions in toll and other charges which will result.

ilustrative: For Discussion Purposes Only
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A $10-11 Biilion Federal Fund Would Meet “Sufficient”
Criteria of the Act

« FCC should take on non-jurisdictional fund which comprises
both federal and state.

« $2.25B for education and libraries and minimal additional
funding for health care.

* Lifeline/Link-up programs already in place in most states
($350M).

 High cost funding based on interstate and intrastate
revenues = $8B.

 Additional implicit support to be dealt with at state level
(approximately $8B).

For Discussion Purposes
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Another Approach: Allocation of High Cost Fund

* Fund size should be sufficient to provide needed interstate support.

 Fund could be allocated 50% interstate and 50% intrastate.

» Current HCF precedent in shifting costs to interstate.

 USF used to reduce:

- Federal Switched Access
- State Switched Access
Toll

Vertical Services
Business Services

 LECs should work with states to determine appropriate offsetting
rate reductions. USF should not be used to reduce basic residence

or single line business rates.

A netting approach could be used to assess companies for USF
contributions in lieu of an end user surcharge.

For Discussion Purposes



EXAMPLE OF UNIVERSAL SERVICE FUNDING

© BELLSOUTH

SPLIT ALLOCATION APPROACH

Proxy Cost

(BCM2) ‘ allocation to interstate
$7.258B
____________________________________ Federal
T Fund
allocation to intrastate $145B
$7.258B
Benchmark Rate Y
($20) i State
Actual Rate Fund

(Varies by state)

For Discussion Purposes
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A $4B Interstate Fund Would Not Be Sufficient

Education
$2.25B

el $350M

High Cost Fund

$1.4B

Switched Access
Reductions

$1.48B

» Assessment based on interstate revenues.

» Does not address full amount of implicit subsidy.
* Does not address any of state implicit support (no

rate rebalancing).

« Assumes a benchmark at unrealistic $60.

For Discussion Purposes
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ADDITIONAL CONCERNS

- Differentiating between primary and secondary residential

lines are difficult.
- Compounded when multiple carrier environment

exists.
- Provides opportunity for arbitrage between providers;

one carrier can offer “special deals” to be provider of
primary line.

 Primary line identification is also a challenge where customer
has multiple dwellings, often in different regions of the

country.

« Cost to implement could exceed cost for support of
all lines.

For Discussion Purposes
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" PROXY MODEL ANALYSIS

» Original purpose was to identify high cost areas.

* |deally, actual costs should be used.
However, a reasonable proxy model could suffice.

* Any model used must be carefully designed
- Build quality realistic network
- Based on future demand
- Inputs critical; “garbage in-garbage out”

« Any cost proxy model chosen should be validated against
tops down model (e.g., SPR approach) or actual costs.

For Discussion Purposes
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' CHOICE OF PROXY MODEL

» Ultimate model chosen should be consistent with
geographic areas used for unbundled elements to
prevent arbitrage.

« All variables that impact costs must be included
(e.g., extra costs associated with unique local
conditions such as hurricanes or zoning).

* No model currently under review “ready for prime time.”

« Given the importance of model decision, the FCC must
continue to work closely with the industry.

For Dascussnon Purposes



Methodology for Implementing a
Jurisdictionally Split Federal Fund

® While companies would need to continue to have an opportunity to
recover actual costs, the Federal Fund could be based on the results of
a reasonable cost proxy model and a nationwide benchmark.

® The Interstate component of the Federal Fund would be calculated by
study area. It would equal the interstate CCL, the non-reassigned TIC,
the NTS portion of local switching and existing USF and DEM support.

@ The Interstate component of funding would be deaveraged based on
the results of the cost proxy model.

@ The Intrastate component of the Federal Fund would equal the total
Federal Fund less the Interstate component of funding.

® LECs would recover their contributions to the Federal Fund via the
interstate jurisdiction. Thus, any ‘net payer’ scenarios would be
accommodated via exogenous interstate changes.

BellSouth Telecommunications, Inc.




Several Approaches for Dealing with
a Split Federal Fund

L7 TV NN oo Yo !

1. Netting Approach Using Combined Revenues
» Determine by study area each company’s net receipts from the federal fund.
+ Make interstate switched access reductions equal to net receipts (up to
amount of Interstate support).
 |If additional receipts remain, then make intrastate rate reductions.
2. »Netting Approach While Keeping Interstate and Intrastate Components Separate

« For interstate component, determine net receipts (equal to interstate support
less assessment based on interstate revenues).

» Make interstate rate reductions equal to interstate net receipts.

» For intrastate component, determine net receipts (equal to intrastate support
less assessment based on intrastate revenues).

« Make intrastate reductions equal to net intrastate support.

BellSouth Telecommunications, Inc.



Several Approaches for Dealing with
a Split Federal Fund (cont’d.)
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3. Non Netting Approach
« Determine interstate fund receipts and make corresponding reductions to
interstate CCL, TIC and LS.

« Determine intrastate fund receipts (equal to total Federal Fund less
& . interstate support) and let states make corresponding rate reductions.

- Allow LECs to recover their total assessment (based on combined interstate
and intrastate revenues) via interstate tariffed charges to 1XCs.

BeliSouth Telecommunications, Inc.




BCPM 322 Fung

RBOC Support Calculations by State - Combined Fund Approach

($000.000) and BCPM $20 Benchmark

Adag'l

BCPM Total Funded Payments Interstate Funded Payments Intrastate interstate
T Receipts  Interstate Interstate interstate Rate intrastate [ntrastate Rate charges to
State RBCOC $20 Bchmk Support  Support Compon. Reduction Suppert Compon.  Reduction fund intrast
Alabama BellSouth $334 3 $855  $855  $125 $72.9 32488 $1278  $1210 $00
Alaska N/A $0.0 $00 300 $00 $00 $00 $00 $00 300
Arizona US West $2602  $1027 $1027  $154  $87.3  $1575  $1222  $353 500
Arkansas Southwestern $203.8 $29.7 %297 $57 $240 31741 $581 $1160  s$CO
FCahfornla Pacific 811821 $342 1 $342.1 $91.6 $250.5 $840.0 $897 7 $0.0 357 7
[Colorado USWest 2586 §1033  §1033 §162 _ $871  $1553  $1566  $0G_ $13
Connecticut SNET $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $00 $0 0 300
Delaware Bell Atlantic $50 4 $170  $170 303 $16.6 $33.4 $2.2 $313 300
Florida BellSouth $5448  $260.0 $260.0 3384  $2217 $2848  $334.2 $00 $45 4
Georgia BellSouth $4531  $1659 $1659 $267  $1391 82872 52625 $248 300
Hawan GTE $0.0 $0.0 $00 $0.0 $0.0 $0.0 $0.0 $0.0 - %00
ldaho US West $93.0 $20.7  $207 $30 $17 7 $723 $26.3 $460 300
llinois Ameritech $3933  $1643 $1643  $392  $1250 $2290  $358.4 $00 $1294
Indiana Ameritech $2455 $540 3540 $136 $404  $1915 $1218 $696 300
lowa US West $1522  $457  $457 $63  $394 1065  $526  $540 300 |
Kansas SBC $182.7 $415 3415 $8.0 $334 $1412 $73.9 $67.3 $00
Kentucky BellSouth $286.0 $519  $519 $8.2 $437  $234.1 $852  $1489 $00
Louisiana BellSouth $346 0 $99.3 3993 $149 $845 $246.7 $1480 $98 6 $00
Maine NYNEX $1383 $347  $347 $37 $310 $1036. $465 $57 1 300
[Maryland Bell Atlantic $2847  $1123 $1123  $22.4 $899 $1724  $1885 $0.0 $16 1
Massachusetts  NYNEX $350.3  $225.7 $2257  $277 $1980 $1246  $2867 $00 $162 1
Michigan Ameritech $513.7 $1308 $1308 $313 $985 $3829 33183 $64.6 $0 0
Minnesota US West $234 5 $92.1 . $92.1 $14 3 $778 $1424  $1128 $295 $0 0
Mississipp) BellSouth $363.3 $548 3548 $8.1 $467 $30B5  $958  $2127 300
Missouri SBC $296.3 . 3787  $787 $158 . $629 $2176 $1424 $752 $00
Montana US West $72.7 $149 . $149 $21  $128, $578  $214 $36.3 $00
Nebraska US West $81.4 $230° $230. $36. $194 $584 $394 $19.0 300 |
Nevada Pacific $472 $64 364 $5.9 $0.4 $40.8 $40.0 - $0 8 300
New Hampshire NYNEX $122.9 $38.3  $383 $4.6 $33.7 $846 3481 3364 500 |
New Jersey Bell Atlantic $271 9 $1905 . $1905° 3358 $154 7 $81.4 $304 .0 $0.0 $2226
[New Mexico US West $1472 $328  $328 $5.1 $277 $1144  §522  $622 $00
New York NYNEX $6915 35975 $5975  $740  $5235 $940 38166 $0.0 $7226
North Carolina_ BellSouth $3008  $979 $979  §147  $832  $2029  $1360 . 3668 500
North Dakota US West $651 $12.9. $129 $17 $113 $52.2 $16.1 $36.0 $0 0
Onio Ameritech $3796 ' 3986 $986  $284 $702 $2810 $2702  $108 $00
Cklahoma SBC $264.5 $502 $502 $98  $405 $2143 $916 1227 300
Oregon US West $1611 .  $543° $543 $8.1 $462 $1068 $69 7 $37 1 $00
Pennysivania Bell Atlantic $4869 $2018 $2018  $382 $1635 $2851  $3035 $00 3183
Rhode Island NYNEX $622 | $332  $332 $0 4 $328 $200 $37 . %253 $00
South Carolina BellSouth $238.6 | $60.2 $60.2 $93 $509 $1784 $1032 $752 $00
South Dakota US West 3891, $137  $137 $20 $117  $754 .  $175  $579 300
Tennessee BeliSouth $396.0 $1145 §1145  $169 $976 $2815 $1570 $1245 300
Texas SBC $9070 & $2823 $2823  $552  $2271 $6247  $4660 $158.7 $00
Utah US West $1094 $424 . 3424 $6 2 $36.2 $67.0 $54 8 $12.2 $0.0
Vermont NYNEX $740 @  $172  $172 $19 $154 $568  $200 3368 $00
Virginia Beil Atlantic $3320 $1063 $1063  $212 $851 32257 $1753 $50 4 $C 0
Washington US West $227 7 $998  $998  $150 $848 $1279  $1393 300 $114
West Virginia Bell Atlantic $244 4 $264  $264 $51 $213 $2180  $567  $1613 $00 |
Wisconsin Ameritech $1793 . $53.8 $53.8 $13.2 $405 $12557 $1185 $7.0 300
Wyoming US West $48.0 $103 $103 . 8§15 $8.7 $377 $143 $235 $0 0
[ Total RBOCs $73.1676_ $4.5920 $4.5920 $8034 $3.7886 985756 $7.5536 $24128 813900

3/20/97

All numbers are estimates based on readily availabte data and are shown for illustrative purposes only



